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(2) Adhere to the requirements of the
conflict-of-interest policy established
by the Corporation and provide any in-
formation the Corporation deems nec-
essary to discharge its responsibilities
under this subpart.

(b) Directors, officers, employees,
and agents of the Corporation shall be
subject to the penalties of part C of
title V of the Farm Credit Act of 1971,
as amended, for violations of this regu-
lation, including failure to adhere to
the conflict-of-interest policy estab-
lished by the Corporation.

Subpart B—Risk-Based Capital
Requirements

SOURCE: 66 FR 19064, Apr. 12, 2001, unless
otherwise noted.

§650.20 Definitions.

For purposes of this subpart, the fol-
lowing definitions will apply:

(a) Farmer Mac, Corporation, you, and
your means the Federal Agricultural
Mortgage Corporation and its affiliates
as defined in subpart A of this part.

(b) Our, us, or we means the Farm
Credit Administration.

(c) Regulatory capital means the sum
of the following as determined in ac-
cordance with generally accepted ac-
counting principles:

(1) The par value of outstanding com-
mon stock;

(2) The par value of outstanding pre-
ferred stock;

(3) Paid-in capital, which is the
amount of owner investment in Farmer
Mac in excess of the par value of stock;

(4) Retained earnings; and

(5) Any allowances for losses on loans
and guaranteed securities.

(d) Risk-based capital means the
amount of regulatory capital sufficient
for Farmer Mac to maintain positive
capital during a 10-year period of
stressful conditions as determined by
the risk-based capital stress test de-
scribed in §650.23.

§650.21 General.

You must hold risk-based capital in
an amount determined in accordance
with this subpart.
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§650.22 Corporation board guidelines.

(a) Your board of directors is respon-
sible for ensuring that you maintain
total capital at a level that is suffi-
cient to ensure continued financial via-
bility and provide for growth. In addi-
tion, your capital must be sufficient to
meet statutory and regulatory require-
ments.

(b) No later than 65 days after the be-
ginning of Farmer Mac’s planning year,
your board of directors must adopt an
operational and strategic business plan
for at least the next 3 years. The plan
must include:

(1) A mission statement;

(2) A review of the internal and exter-
nal factors that are likely to affect you
during the planning period;

(3) Measurable goals and objectives;

(4) Forecasted income, expense, and
balance sheet statements for each year
of the plan; and,

(5) A capital adequacy plan.

(c) The capital adequacy plan must
include capital targets necessary to
achieve the minimum, critical and
risk-based capital standards specified
by the Act and this subpart as well as
your capital adequacy goals. The plan
must address any projected dividends,
equity retirements, or other action
that may decrease your capital or its
components for which minimum
amounts are required by this subpart.
You must specify in your plan the cir-
cumstances in which stock or equities
may be retired. In addition to factors
that must be considered in meeting the
statutory and regulatory capital stand-
ards, your board of directors must also
consider at least the following factors
in developing the capital adequacy
plan:

(1) Capability of management;

(2) Strategies and objectives in your
business plan;

(3) Quality of operating policies, pro-
cedures, and internal controls;

(4) Quality and quantity of earnings;

(5) Asset quality and the adequacy of
the allowance for losses to absorb po-
tential losses in your retained mort-
gage portfolio, securities guaranteed as
to principal and interest, commitments
to purchase mortgages or securities,
and other program assets or obliga-
tions;
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(6) Sufficiency of liquidity and the
quality of investments; and

(7) Any other risk-oriented activities,
such as funding and interest rate risks,
contingent and off-balance sheet liabil-
ities, or other conditions warranting
additional capital.

§650.23 Risk-based capital stress test.

You will perform the risk-based cap-
ital stress test as described in sum-
mary form in this section and as de-
scribed in detail in Appendix A to this
subpart. The risk-based capital stress
test spreadsheet is also available elec-
tronically at www.fca.gov. The risk-
based capital stress test has five com-
ponents:

(a) Data requirements. You will use
the following data to implement the
risk-based capital stress test.

(1) You will use Corporation loan-
level data to implement the credit risk
component of the risk-based capital
stress test.

(2) You will use Call Report data as
the basis for Corporation data over the
10-year stress period supplemented
with your interest rate risk measure-
ments and tax data.

(3) You will use other data, including
the 10-year Constant Maturity Treas-
ury (CMT) rate and the applicable In-
ternal Revenue Service corporate in-
come tax schedule, as further described
in Appendix A to this subpart.

(b) Credit risk. The credit risk part es-
timates loan losses during a period of
sustained economic stress.

(1) For each loan in the Farmer Mac
I portfolio, you will determine a de-
fault probability by using the logit
functions specified in Appendix A to
this subpart with each of the following
variables:

(i) Borrower’s debt-to-asset ratio at
loan origination;

(ii) Loan-to-value ratio at origina-
tion, which is the loan amount divided
by the value of the property;

(iii) Debt-service-coverage ratio at
origination, which is the borrower’s
net income (on- and off-farm) plus de-
preciation, capital lease payments, and
interest, less living expenses and in-
come taxes, divided by the total term
debt payments;
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(iv) The origination loan balance
stated in 1997 dollars based on the con-
sumer price index; and

(v) The worst-case percentage change
in farmland values (23.52 percent).

(2) You will then calculate the loss
rate by multiplying the default prob-
ability for each loan by the estimated
loss-severity rate, which is the average
loss of the defaulted loans in the data
set (20.9 percent).

(3) You will calculate losses by multi-
plying the loss rate by the origination
loan balances stated in 1997 dollars.

(4) You will adjust the losses for loan
seasoning, based on the number of
years since loan origination, according
to the functions in Appendix A to this
subpart.

(5) The losses must be applied in the
risk-based capital stress test as speci-
fied in Appendix A to this subpart.

(c) Interest rate risk. (1) During the
first year of the stress period, you will
adjust interest rates for two scenarios,
an increase in rates and a decrease in
rates. You must determine your risk-
based capital level based on whichever
scenario would require more capital.

(2) You will calculate the interest
rate stress based on changes to the
quarterly average of the 10-year CMT.
The starting rate is the 3-month aver-
age of the most recent CMT monthly
rate series. To calculate the change in
the starting rate, determine the aver-
age yield of the preceding 12 monthly
10-year CMT rates. Then increase and
decrease the starting rate by:

(i) 50 percent of the 12-month average
if the average rate is less than 12 per-
cent; or

(ii) 600 basis points if the 12-month
average rate is equal to or higher than
12 percent.

(3) Following the first year of the
stress period, interest rates remain at
the new level for the remainder of the
stress period.

(4) You will apply the interest rate
changes scenario as indicated in Ap-
pendix A to this subpart.

(5) You may use other interest rate
indices in addition to the 10-year CMT
subject to our concurrence, but in no
event can your risk-based capital level
be less than that determined by using
only the 10-year CMT.
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